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ACTUAL ESG

Partner Stuart Dunbar visits a vertical farm to explore how our thinking about environmental, social
and governance factors helps us back great growth companies to tackle big problems

Stuart Dunbar: Everybody is talking about ESG at the moment. The danger is, it’s being reduced to
easily measurable metrics. What we mean by Actual ESG is how do we think about the investments we’re
making for clients and the impact they have in the real world? The reason we’re here today, in this vertical
farm, is these are the sort of technologies that are of huge interest, as we don’t just read about this stuff
sitting at our desks, we fund research, we get involved with organisations, such as the James Hutton
Institute, where we are today, and the company affiliated with that, IGS.

There’s no silver bullet, but places like this vertical farm, think about what’s possible here. It’s an entirely
new way of thinking about an ecosystem. If [ wasn’t here, I could be sitting at an electric vehicle
manufacturing place, we could be in a solar farm, there’s any number of places. What we’re trying to do is
work with and fully understand the disruptions that are coming down the line, as we all have to get to
grips with investing and living in a more environmentally, more socially aware world.

I think ESG has become almost uncoupled, in some ways, from an investment discussion. That’s
absolutely not what we’re talking about here. This is not some effort to impose a moral or ethical
imperative onto our clients. This is absolutely central to finding what we think will be the great growth
companies of the next 20 years. Fundamentally, this is about things that move the dial. There’s a huge
industry now growing around things like plant-based protein, for example.

So, one of the other things, if we weren’t here, we could be somewhere where they’re making plant-based
burgers. There’s a couple of big companies there, Beyond Meat is one of them. We invested in that. And
in my view, that’s a really interesting example of Actual ESG. But the companies that make plant-based
burgers are trying to create something, a product, that’s as good as, as cheap as, better for you than
traditional ways of creating meat, but is much less damaging to the environment. And people are not
voting to save the world, they’re buying a product because it’s better, and that’s how progress really
happens.

Everything that you do to try and reduce emissions or to create more social equality is going to have an
impact on something else fundamentally. Think of it like a human body. If you rip a human body to bits,
and it’s all just bits, it’s not much use to anyone. If you put it together, you’ve got this amazing machine
that’s capable of wonderful things. So, too, we have to think about how we’re now investing in a world
where the ecosystem matters.

The challenge, and let me give you an example, climate change is a luxury for some people. If you triple
the price of petrol, and people can no longer afford to drive their cars, they can’t get to work. How is that
fair? So, this is systems thinking. You have to try and focus on where you can make a big difference, but
in ways that people are willing to embrace and that doesn’t completely upset the way that we’re used to
living.

So, thinking about big wins really matters. And the most obvious example of that would be how the auto
industry has changed in the last ten years. If you think about the impact of Tesla, it’s not actually or
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arguably, even mainly that they’ve displaced a bit of internal combustion engine car sales. It’s that they
have dragged an entire industry probably five years or more forward from where they otherwise would
have been. So, if you’re looking for big wins, there’s a big win. We are much more rapidly going to get to
a world where internal combustion engine cars are no longer sold.

And I think one of the challenges that we, as an investment industry, have is we’re obsessed with
measuring what can be measured. The really difficult bit is trying to assess the stuff that can’t be
measured. The future avoided carbon emissions. The value of entrepreneurialism and ambition. So, a lot
of what we do is engage with companies. We come to places like this. We try and understand what’s
happening in the real world as opposed to let’s just look up a report in accounts and see how many boxes
they tick.

Quite rightly, our clients are super concerned about, my primary job here is to generate the investment
returns to allow me to pay the liabilities of my pension scheme, so you shouldn’t compromise that in any
way. [ absolutely subscribe to that view. We’re not compromising it by trying to find the great growth
companies that are going to be central to this reengineering of the global economy. One of the great
difficulties of this is the fact that different clients have different obligations and different views of the best
way to invest responsibly.

I don’t think it serves anyone to try and insist that this is the way you must do it. I think that’s more than
likely going to alienate people and make the problem worse. So, we do have a variety. My own view, for
what it’s worth, is that exclusions from portfolios, for instance, don’t own any fossil fuel companies. I can
see the logic of that, but it’s overly simplistic. But if clients need us to do that because the members of
their pension scheme are insistent that that’s how they want to behave, then that’s okay. Let’s not get into
some academic debate about it. Let’s just do it. We’re all trying to move in the right direction.

So, we do offer strategies that exclude thermal, coal, and tobacco. We offer other strategies, which are
slightly more nuanced in that they have a carbon intensity target versus a benchmark, for instance. And
then for some clients, who are at that point in their journey, they understand, we don’t really need to
exclude anything. I think it’s really important that we try and take our clients with us on this journey, so
this is about trying to understand that’s most important to different client segments, and trying to work
with people to get to good outcomes, rather than jump to the answer, which is maybe too much for a lot of
people right away.

Remember that although much of what we’re thinking about where we are today is about finding solutions
to do things better in the future. One of the big ways we can really tackle climate change in particular is to
work with the companies that are what we might call carbon transition enablers. So, for example, concrete
is an incredibly environmentally unfriendly thing. But we’re going to need an awful lot of concrete in
emerging markets to improve their infrastructure, in order to get to a point where they can afford to start to
think about climate change.

So, maybe one of the most important things we can do, and we are, in fact, a company like CRH in
Ireland, we invest with them and we encourage them to invest very heavily in how can we create
something that behaves like concrete, but is far less environmentally damaging in its creation. It’s about
transitioning to a low-carbon economy. It’s not about turning everything on its head overnight. It’s just not
practical to do that.

Something that’s very worth talking more about is this process of engagement that we need to have with

the companies that we invest in. We actually have quite a big team internally, what was the governance
and sustainability team, we’re going to relabel it the ESG team, because that’s the terminology now. But
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much more importantly, both embedding ESG discussions into investment team discussions on how we
talk to companies, and also, creating centres of excellence internally that allow us to do that.

We have got, and continue to get, better at understanding things like data ethics, obviously, climate
change, technicalities of governance, and human rights. Those are the four that jump out right now, and
we’ve crated internal groups, covering all four of those topic areas, drawing on our investment teams or,
in a couple of cases, with dedicated experts, leading on those, we can ensure that our entire investment
team understand the issues that arise. Now, with that in the background, that then equips us to go and talk
to the management of companies in a very constructive and positive way about how are you thinking
about these things?

Again, not because we’re on a crusade, but because these are things that in the long run, within our
investment horizon, could damage your company. Engagement is also about invest in your future, and
that’s a five or ten year thing. What’s the point in talking to a company about are you on track this
quarter? We much prefer to talk to management about what are the opportunities you have? How do you
measure progress? And actually, how can we encourage you to do that?

To be clear, we do buy third party ESG scoring data. They’re an input to our process. It helps guide us
towards issues that maybe we want to think about. Do they have adequate labour relations policies? Do
they have adequate wastewater policies. Diversity on a board. Some of the very broad-brush stuff, like
United Nations Global Compact Principles, for instance, is a very rough roadmap for responsible
investing.

It’s helpful if someone comes to us and says well, we don’t think they’re consistent with that principle. It
allows us to go and look at it. More often than not, we’ll probably have a different view from the
companies we invest in, because we will have thought about it. If you have a passive approach, it will be
based on some sort of ESG scoring mechanism, which is quantitative. There’s a bit of an abdication of
responsibility, in my view.

The third party ratings provider will produce data for an index provider. It might even be the same people.
The index provider gives it to an ETF provider. The ETF provider launches a passive fund, which reflects
all this quantitative approach, which arguably, completely misses the huge thing, which is what is the
purpose of each of the individual companies you’re investing in? And it’s a problem, because if people
think they’ve addressed a problem, they stop thinking about it. So, arguably, an ineffectual approach to
addressing the world’s long-term challenges is actually worse than doing nothing at all.

Let's sum up the key things about actual ESG. Remember, this is just an extension of actual investing.
Actual ESG is meaningful engagement with companies, to understand how they are evolving into this
changing investment environment and meaningfully tackling the E and the S. It’s about, in some cases,
primary provision of capital to smaller companies that may not be listed yet, to enable them to try and
uncover technologies. It’s about system-wide thinking, realising that everything has consequences for
everything else.

And then there’s also the question of what we can do, as engaged shareholders, to impact the behaviour of
the companies in which we invest. And because we have a five year, even ten year, investment horizon,
the way that we encourage companies to act can be very different to the way that other investors
encourage them to act. And I think that’s where we really can make a significant difference to tackling
some of these really big problems.
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Important Information and Risk Factors

The views expressed in this recording are those of the speaker and should not be considered as
advice or a recommendation to buy, sell or hold a particular investment. They reflect personal
opinion and should not be taken as statements of fact nor should any reliance be placed on them
when making investment decisions.

This communication contains information on investments which does not constitute independent
research. Accordingly, it is not subject to the protections afforded to independent research, but is
classified as advertising under Art 68 of the Financial Services Act (‘FinSA’) and Baillie Gifford
and its staff may have dealt in the investments concerned.

All information is sourced from Baillie Gifford & Co and is current unless otherwise stated.

Baillie Gifford & Co and Baillie Gifford & Co Limited are authorised and regulated by the
Financial Conduct Authority (FCA). Baillie Gifford & Co Limited is an Authorised Corporate
Director of OEICs.

Baillie Gifford Overseas Limited provides investment management and advisory services to non-
UK Professional/Institutional clients only. Baillie Gifford Overseas Limited is wholly owned by
Baillie Gifford & Co. Baillie Gifford & Co and Baillie Gifford Overseas Limited are authorised
and regulated by the FCA in the UK.

Persons resident or domiciled outside the UK should consult with their professional advisers as to
whether they require any governmental or other consents in order to enable them to invest, and
with their tax advisers for advice relevant to their own particular circumstances.

Financial Intermediaries

This recording is suitable for use of financial intermediaries. Financial intermediaries are solely
responsible for any further distribution and Baillie Gifford takes no responsibility for the reliance
on this recording by any other person who did not receive this recording directly from Baillie
Gifford.

Europe

Baillie Gifford Investment Management (Europe) Limited provides investment management and
advisory services to European (excluding UK) clients. It was incorporated in Ireland in May 2018
and 1s authorised by the Central Bank of Ireland. Through its MiFID passport, it has established
Baillie Gifford Investment Management (Europe) Limited (Frankfurt Branch) to market its
investment management and advisory services and distribute Baillie Gifford Worldwide Funds
plc in Germany. Similarly, it has established Baillie Gifford Investment Management (Europe)
Limited (Amsterdam Branch) to market its investment management and advisory services and
distribute Baillie Gifford Worldwide Funds plc in The Netherlands. Baillie Gifford Investment
Management (Europe) Limited also has a representative office in Zurich, Switzerland pursuant to
Art. 58 of the Federal Act on Financial Institutions ("FinIA"). It does not constitute a branch and
therefore does not have authority to commit Baillie Gifford Investment Management (Europe)
Limited. It is the intention to ask for the authorisation by the Swiss Financial Market Supervisory
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Authority (FINMA) to maintain this representative office of a foreign asset manager of collective
assets in Switzerland pursuant to the applicable transitional provisions of FinlA. Baillie Gifford
Investment Management (Europe) Limited is a wholly owned subsidiary of Baillie Gifford
Overseas Limited, which is wholly owned by Baillie Gifford & Co.

Hong Kong

Baillie Gifford Asia (Hong Kong) Limited #A& 85 (& #) A FR/A ] is wholly owned by Baillie
Gifford Overseas Limited and holds a Type 1 and a Type 2 license from the Securities & Futures
Commission of Hong Kong to market and distribute Baillie Gifford’s range of collective
investment schemes to professional investors in Hong Kong. Baillie Gifford Asia (Hong Kong)
Limited

FAFE RPN (EHE) A FRZA 7] can be contacted at Suites 2713-2715, Two International Finance
Centre, 8 Finance Street, Central, Hong Kong. Telephone +852 3756 5700.

South Korea

Baillie Gifford Overseas Limited is licensed with the Financial Services Commission in South
Korea as a cross border Discretionary Investment Manager and Non-discretionary Investment
Adviser.

Japan

Mitsubishi UFJ Baillie Gifford Asset Management Limited (‘MUBGAM”) is a joint venture
company between Mitsubishi UFJ Trust & Banking Corporation and Baillie Gifford Overseas
Limited. MUBGAM is authorised and regulated by the Financial Conduct Authority.

Australia

Baillie Gifford Overseas Limited (ARBN 118 567 178) is registered as a foreign company under
the Corporations Act 2001 (Cth) and holds Foreign Australian Financial Services Licence No
528911. This material is provided to you on the basis that you are a “wholesale client” within the
meaning of section 761G of the Corporations Act 2001 (Cth) (“Corporations Act”). Please
advise Baillie Gifford Overseas Limited immediately if you are not a wholesale client. In no
circumstances may this material be made available to a “retail client” within the meaning of
section 761G of the Corporations Act.

This material contains general information only. It does not take into account any person’s
objectives, financial situation or needs.

South Africa
Baillie Gifford Overseas Limited is registered as a Foreign Financial Services Provider with the
Financial Sector Conduct Authority in South Africa.

North America

Baillie Gifford International LLC is wholly owned by Baillie Gifford Overseas Limited; it was formed
in Delaware in 2005 and is registered with the SEC. It is the legal entity through which Baillie Gifford
Overseas Limited provides client service and marketing functions in North America. Baillie Gifford
Overseas Limited is registered with the SEC in the United States of America.
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The Manager is not resident in Canada, its head office and principal place of business is in
Edinburgh, Scotland. Baillie Gifford Overseas Limited is regulated in Canada as a portfolio
manager and exempt market dealer with the Ontario Securities Commission ('OSC"). Its portfolio
manager licence is currently passported into Alberta, Quebec, Saskatchewan, Manitoba and
Newfoundland & Labrador whereas the exempt market dealer licence is passported across all
Canadian provinces and territories. Baillie Gifford International LLC is regulated by the OSC as
an exempt market and its licence is passported across all Canadian provinces and territories.
Baillie Gifford Investment Management (Europe) Limited (‘BGE’) relies on the International
Investment Fund Manager Exemption in the provinces of Ontario and Quebec.

Oman

Baillie Gifford Overseas Limited (“BGO”) neither has a registered business presence nor a
representative office in Oman and does not undertake banking business or provide financial
services in Oman. Consequently, BGO is not regulated by either the Central Bank of Oman or
Oman’s Capital Market Authority. No authorization, licence or approval has been received from
the Capital Market Authority of Oman or any other regulatory authority in Oman, to provide such
advice or service within Oman. BGO does not solicit business in Oman and does not market,
offer, sell or distribute any financial or investment products or services in Oman and no
subscription to any securities, products or financial services may or will be consummated within
Oman. The recipient of this material represents that it is a financial institution or a sophisticated
investor (as described in Article 139 of the Executive Regulations of the Capital Market Law)
and that its officers/employees have such experience in business and financial matters that they
are capable of evaluating the merits and risks of investments.

Qatar

The materials contained herein are not intended to constitute an offer or provision of investment
management, investment and advisory services or other financial services under the laws of
Qatar. The services have not been and will not be authorised by the Qatar Financial Markets
Authority, the Qatar Financial Centre Regulatory Authority or the Qatar Central Bank in
accordance with their regulations or any other regulations in Qatar.

Israel

Baillie Gifford Overseas is not licensed under Israel’s Regulation of Investment Advising,
Investment Marketing and Portfolio Management Law, 5755-1995 (the Advice Law) and does
not carry insurance pursuant to the Advice Law. This material is only intended for those
categories of Israeli residents who are qualified clients listed on the First Addendum to the
Advice Law.
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